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BALTIMORE COUNTY, MARYLAND

SPENDING AFFORDABILITY COMMITTEE

Report for Fiscal Year 2000

Executive Summary

The Baltimore County Spending Affordability Committee submits its report for Fiscal Year 2000, the

ninth report since the Committee was established.  This report reflects a continuation of last year’s policies

which made certain refinements to the calculation of the Spending Affordability Guideline in an effort to better

serve the goal of insuring that the level of County spending be affordable while at the same time provide essential

services to County citizens. This year, the Spending Affordability Guideline again applies only to that portion

of the General Fund budget, basic County-funded operating costs, which may be appropriately linked to growth

in the County economy.  Additionally, the Committee again reviewed preliminary revenue estimates in

conjunction with setting the Guideline in order to address funding for the entire General Fund operating budget,

including the portion to which the Guideline is not applied.

The Committee continues to agree that personal income growth is a good indicator and an appropriate

measure of growth in the County’s economy.  Based on current personal income growth projections, the

Committee recommends that growth in spending for those items subject to the Spending

Affordability Guideline, be limited to 4.96 percent over Fiscal Year 1999 spending, and thus

not exceed $905,849,854 for Fiscal Year 2000 (Exhibit C).

Moreover, the Committee’s preliminary estimate of Fiscal Year 2000 General Fund

revenues totals $1,089,000,000, which is $183,150,146 above the spending guideline.   The

Committee recommends that these funds be limited to ongoing current expenses which are not subject to the

guideline (e.g., debt service, reserve funds, local grants, etc.), and other one-time expenses such as

contributions to the capital budget to the extent that revenues are available.  The Committee also identified an

estimated unreserved fund balance totaling $69,475,000 in excess of the County’s five percent target reserve.
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 This fund balance should be eliminated through tax rate reductions or be used for one-time expenses such as

contributions to the capital budget.  These funds should not be used to support ongoing expenses.

Finally, the Committee reaffirms its recommendations in the area of debt policy: First,

that the amount of debt outstanding be limited so that total tax-supported debt service (on

all long-term obligations other than pension bonds) remains at a level that is less than 10

percent of General Fund revenues; second, that total outstanding tax-supported debt

remain below 3.0 percent of County personal income; third, that the ratio of debt to full value

of property in the County be maintained below the 2.5 percent level; and fourth, that the

annual capital budget be limited to a level that can be funded within these debt affordability

guidelines.
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Introduction

In March 1990, the Baltimore County Council enacted legislation (Bill 33-90) which established a

spending affordability law (Code sections 15-281 to 15-287) for Baltimore County.  To ensure that growth in

County spending does not exceed the rate of growth of the County’s economy, the law mandates that the

Spending Affordability Committee make a recommendation each fiscal year on a level of County General Fund

spending that would be consistent with the economic growth of the County.

By law, a Spending Affordability Committee Report must be submitted to the County Council and

County Executive by February 15 of each year.  This reporting date allows the Executive ample time to consider

the Committee's recommendations prior to formal presentation of the proposed budget to the Council on or

before April 16 of each year. The purpose of this report is to provide formal input, from the County Council to the

County Executive, related to the budget formulation process.  Such reporting is thereby a significant component

of the governmental system of checks and balances, helping to ensure that the operation of County government

remains affordable for County citizens.  The guideline is intended to set a recommended maximum County

spending level which should not be exceeded in a particular fiscal year.  To date, the County Executive has not

proposed and the County Council has not adopted a budget that has exceeded the Committee’s recommended

guideline.  Our hope is that the budget for Fiscal Year 2000 is again within the Committee’s recommended

guideline.

  SPENDING AFFORDABILITY GUIDELINE
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The Spending Affordability Guideline for a given fiscal year is calculated by applying a personal income

growth factor to the previous year’s estimated “base” spending level, as defined by the Committee.  Specifically,

the recommended level of spending is calculated as follows:

General Fund Operating Budget Appropriations (previous fiscal year)

+ Supplementary appropriations

- Spending Adjustments (selected non-County funds, capital-related items, reserve 

funds, local grants and other adjustments itemized in Appendix A)

= Spending Affordability Committee “Base” Spending (previous fiscal year).

Spending Affordability Committee “Base” Spending (previous fiscal year)

x Growth Factor (projected personal income growth)

= Spending Affordability Committee Spending Guideline (new fiscal year).

This methodology yields an adjusted Fiscal Year 1999 base spending level of $863,042,925 to which

the Committee’s FY 2000 personal income growth factor (4.96%) is applied.  The result is the Committee’s

recommended Spending Affordability Guideline for FY 2000, or $905,849,854.  This guideline represents an

increase of $42.8 million in base-line spending for FY 2000. 

Defining “Base” Spending

  In 1997, the Committee reconsidered the use of the prior year’s total General Fund Operating Budget

as the starting point, or “base”, for spending affordability.  Concluding that specific components of the County

budget are not, or should not be, linked to County economic growth, the Committee decided to limit the “base”

to particular types of ongoing operating expenditures.  This approach to establishing spending affordability was

reaffirmed this year. Specific items excluded from this spending “base”, and the rationale for their exclusion,

are outlined in Appendix A, page 10.

Determining The Personal Income Growth Factor: Assessing The Economy
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The Committee first concluded in 1997 that it may be appropriate to make adjustments to a particular

personal income growth forecast, for use in the spending affordability computation.  That decision reflected the

Committee’s appreciation of the challenges of forecasting, and its recognition of the fact that personal income

growth may not always be a reliable gauge of the County’s underlying economic growth (e.g., in instances of

unusually high one-time capital gains, or increases in unearned income and transfer payments). For the past

two years, the Committee adopted a consensus average of several personal income growth forecasts to

estimate the overall growth in County base spending.  This year, the Committee again considered using a

consensus average.  However, noting that currently available forecasts, which were developed based on third

quarter 1998 economic data, were too modest in light of the recent performance of certain economic indicators,

the Committee obtained a more current forecast from its independent consultant, the Regional Economic

Studies Institute - Towson University (RESI).  Based on current economic data, RESI revised its forecast for

personal income growth in Baltimore County for FY 2000 upward from 4.55% to 4.96%.  The Committee agreed

with and adopted RESI’s revised forecast.

The Committee continues to believe that a consensus average of personal income growth forecasts is

appropriate for determining the overall growth in County spending.  However, the Committee is concerned that

in the event of an economic surge or downturn, current forecasts may not be available (as was the case this

year) from all of the forecasters which were used to develop the consensus average. This issue will be explored

in greater detail in the coming months. 

Current Economic Conditions And Outlook: United States, Maryland & Baltimore County

The recent performance of the U.S., Maryland and Baltimore County economies has been strong.  The

U.S. economic expansion is now 94 months old, the longest “peacetime” economic expansion in history. Most

economists agree that the low interest rate and inflation environment, coupled with strong domestic demand,

will continue to sustain, through 1999 and beyond, the economic expansion that started in the U.S. in April 1991

and a bit later in Maryland.

The economic performance of the last few years has been impressive with the real, inflation- adjusted,

U.S. economy expanding by 3.4 percent, 3.8 percent, and 4.1 percent, in 1996, 1997, 1998, respectively. 
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Maryland’s economic performance, for the most part, parallels the U.S., with perhaps a bit weaker growth in

1996, a bit stronger growth in 1997, and about equal growth in 1998.

Strong growth has sent the national unemployment rate to levels not seen since the early 1970s. 

Currently, the national unemployment rate of 4.4 percent is the lowest since 1970, and for 1998, it averaged 4.5

percent, the lowest annual peacetime rate since 1957, surpassed only by the 3.4 percent rate in 1969 during

the Vietnam War.  Maryland’s and Baltimore County’s employment settings are likely to mimic the national

pattern since research indicates that 96 percent of the employment fluctuations in Maryland can be explained

by U.S. fluctuations.  The nonseasonally- adjusted unemployment rate in Maryland, in December 1998, stood

at 3.5 percent, down from 4.2 percent in November and 4.5 percent a year earlier.  Maryland added over 42,000

new jobs in 1998, the third best annual employment growth in the 1990s, with the State unemployment rate also

near a decade low.  Baltimore County’s unemployment rate is similarly well below the U.S. rate.  In December

1998, the unemployment rate in Baltimore County was 3.7 percent, down from 4.3 percent in December 1997.

 Ironically, Baltimore County’s and Maryland’s low unemployment rates and limited labor resources may be one

factor that limits job growth and overall economic performance in the coming years.

Finally, recent data from the U.S. Bureau of Economic Analysis indicate that after a stellar performance

in 1997, when personal income in Maryland increased by 5.7 percent (a little ahead of the national rate of

increase of 5.6 percent), the current rate of personal income growth in Maryland continues on par with or slightly

ahead of the national trend.  Over the first quarter of 1998, personal income in Maryland expanded at an annual

rate of 4.6 percent, compared to a U.S. rate of 5.1 percent.  Starting in the second quarter and continuing

through the third quarter, however, Maryland’s personal income growth rate began to surpass the national rate.

 In Maryland, personal income in the second and third quarters of 1998 advanced, at a year-over-year annual

rate, by 5.2 percent and 5.3 percent, respectively, while the national rate increased by 5.1 percent and 5.2

percent, respectively. 

As Maryland’s economic growth parallels the nation’s, Baltimore County’s economic growth parallels

Maryland’s, but on average, at a slightly lower rate of increase.  A more detailed analysis of  personal income

patterns in Maryland and Baltimore County can be found in Appendix B, page 12.

Recommendation - Fiscal Year 2000 Spending Affordability Guideline (Exhibit A)
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Applying the personal income growth rate of 4.96% to the Fiscal Year 1999 base spending yields the

maximum recommended growth in spending subject to the Spending Affordability Guideline.  Specifically, the

Committee recommends a maximum FY 2000 General Fund base spending level of

$905,849,854.  The Committee further reports a preliminary FY 2000 General Fund revenue

estimate of $1,089,000,000, which is $183,150,146 above the spending guideline.  The Committee

recommends that these funds be limited to ongoing current expenses not subject to the guideline (e.g., debt

service, reserve funds, local grants, etc.), and other one-time expenses such as contributions to the capital

budget to the extent that revenues are available.  As a comparison of revenue growth, FY 1998 General Fund

revenues were $1,031,700,000 and FY 1999 General Fund revenues are estimated at $1,070,000,000.  If

estimated General Fund revenues materialize, revenues will have increased by  7.1% in FY 1998, 3.7% in FY

1999 and 1.8% in FY 2000.  The Committee’s revenue estimates are preliminary and will be adjusted as

necessary as additional information becomes available.

The FY 2000 revenue estimate noted above does not include the $127.4 million unreserved General

Fund balance that is expected to be available at the start of FY 2000.  (The $127.4 million estimate includes

$32.2 million expected to be designated for the Revenue Stabilization Reserve Account (RSRA) at the end of

FY 1999.)  The Committee recognizes that the total fund balance is an important indicator for sound fiscal policy

and helps to maintain the County’s AAA bond rating.  The County’s current financial guidelines set a target for

a total fund balance equal to 5% of General Fund spending (including the RSRA, which is mandated by Code

to reach at least 3% of budget).  This 5% target would total $57,925,000, based on the estimated Fiscal Year

2000 total available General Fund resources, leaving over $69.5 million above the County’s 5% target reserve.

 In accordance with the County’s financial guidelines, these funds should be eliminated through tax rate

reductions or used for one-time expenditures such as contributions to the capital budget or repayment of debt.

 They should not be used for ongoing expenses.  The Committee will continue to monitor carefully the level and

uses of General Fund balances, both designated and undesignated.

Debt Affordability
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The Committee has included debt affordability and capital budget recommendations in its last three

reports; this report reaffirms the previously established guidelines as reasonable and fiscally sound.

The Committee reviewed and discussed updated information on total debt and debt service trends over

time, measured by reference to property values, personal income, General Fund revenues, and other indicators.

 County finance and budget officials, and their advisors, monitor these trends carefully.  The Committee believes

that its review of debt affordability and the setting of specific guidelines provides an enhanced system of checks

and balances, further demonstrating the County's fiscal responsibility to its citizens, bond rating agencies and

others in the financial community.  The Committee recommends that the annual capital budget and capital

program be controlled such that the projected issuance of new tax-supported debt does not raise total

outstanding debt or annual debt service above the levels specified in this report.  As in past years, the

Committee excluded pension funding bonds from the recommended guidelines.  These bonds are issued to

finance the unfunded liability of closed pension programs; as such, they provide net current General Fund cost

savings.

The ratio of debt service to total General Fund revenues is a key debt affordability indicator.  The basic

benchmark set by credit analysts is that a ratio over 10% (excluding pension bonds) indicates that the debt

burden is too heavy.  The Administration’s financial guidelines set a target range of between 8.0 to 9.0%; the

County’s actual Fiscal Year 1998 ratio is 6.6% (excluding pension bonds) (See Exhibit D).  The Committee

recommends that the debt service ratio (excluding pension bonds) be maintained below the

10% level.

Personal income is perhaps the most comprehensive indicator for measuring the debt burden, because

it takes into account earnings of County taxpayers that reasonably could be taxed to pay debt service and

County operations.  The Administration’s financial guidelines set a debt to personal income ratio in the range

of 2.0 to 2.5% (excluding pension bonds); the Fiscal Year 1998 ratio is 2.1% (2.0% excluding other borrowings

as well as pension bonds) (See Exhibit E).  The Committee recommends that the debt to personal

income ratio (excluding pension bonds) be maintained below the 3.0% level.
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The ratio of debt to property value is an indicator of the burden that debt places on the property tax

base.  The County Charter provides that total County debt outstanding shall not exceed 10% of the County’s

assessable base (reflecting the 40% assessment ratio for real property).  The Administration’s financial

guidelines set a debt to full value ratio (excluding pension bonds) in the range of 1.4 to 2.0%, which equates to

an assessed value ratio of 3.5 to 5.0%; the actual Fiscal Year 1998 full value ratio, excluding pension bonds,

is 1.2% (1.1% excluding other borrowings) (See Exhibit F).  The Committee recommends that the debt

to full value ratio (excluding pension bonds) be maintained below the 2.5% level.

Other Issues

As the Committee continues to review an increasingly broad range of issues, it recognizes the

importance of continued meetings after issuance of the annual report.  The Committee will, therefore, continue

to meet during 1999 to discuss such topics as refining revenue and budget projections for use in setting the

guideline; examining the relationship between personal income growth and County revenue and budget growth;

analyzing other relevant indicators of County economic growth and spending affordability; and examining the

wide range of capital budget and debt affordability issues, including the relationship between debt service and

the personal income guidelines.

APPENDIX A

Spending Not Subject To Personal Income Growth

Appropriations supported or determined by non-County funds:

• State and federal grants budgeted in the General Fund: these funds support State and/or

federal programs/activities which are not directly supported by County taxpayers and therefore

are not dependent upon or controlled by the growth in County personal income.

• Local Share - State and Federal Grants: the total required County General Fund match for all

anticipated grants is based on the level (and match provisions) of grant funding.  Acceptance

of State and federal grants is discretionary.
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• Education - Federal/Restricted Programs: the required County General Fund match for such

funds in the Department of Education is similarly based on the level (and match provisions) of

grant funding.

Capital budget-related appropriations:

• Pay-As-You-Go (PAYGO): the General Fund contribution to the capital budget, if any, is

determined annually based on funds that are available and are not committed to supporting

County services.  Such expenditures may be viewed as one-time and, therefore, need not be

limited to growth in personal income.  

   • Debt Service: the annual requirement is determined by prior and planned debt issuance, subject

to separate debt affordability guidelines.

Reserve funds and contingencies:

   • Revenue Stabilization Reserve Account (RSRA): appropriations or transfers to the

RSRA do not represent expenditures but rather a reserve of funds available in the event

of an emergency.  These funds are required to equal at least 3% of the General Fund

budget.

• Contingency Reserves: these funds are appropriated in the event of an unanticipated

need (e.g., an emergency) and are not earmarked for a specific purpose or program.

 As such, this appropriation does not represent an expenditure but rather a reserve for

contingencies.  In the event that these funds are spent, the nature of the expenditure

would be examined to determine its effect on baseline spending (e.g., one-time or

ongoing).
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Local grants:

• Grants awarded by the Commission on Arts and Sciences (budgeted as

“Organizational Contributions”) are purely discretionary and may be viewed as one-

time-only.  As such, the level of funding is subject to the availability of revenues and/or

surplus and need not be limited to growth in personal income.

Other Adjustments:

• Specific exclusions for one-time, nonrecurring costs or revenues.

 • Supplemental appropriations which meet the above criteria for exclusion.

• Other expenditures or revenues, to be determined on a year-to-year, case-by-case,

basis.

APPENDIX B

Economic Outlook for Maryland and Baltimore County    

 

This revised analysis, released recently by the Regional Economic Studies Institute - Towson University

(RESI), is the basis for the Committee’s Fiscal Year 2000 Spending Affordability Guideline.

REGIONAL ECONOMIC STUDIES INSTITUTE - TOWSON UNIVERSITY (RESI) FORECAST  

       Personal Income

Growth

       Maryland Baltimore County

FY 1997    5.83% (e) 4.59% (e)

FY 1998   5.02 (e) 4.73 (e)

FY 1999   4.56 (f) 4.26 (f)

FY 2000   5.22 (f) 4.96 (f)

Source: Regional Economic Studies Institute, Towson University, February, 1999.
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 e=estimate

 f=forecast

Personal Income

RESI projects that personal income in Maryland will rise 4.6 percent during FY 1999 following a 5.0

percent gain in FY 1998.  For FY 2000 (1999:Q3 - 2000:Q2), RESI forecasts personal income growth in

Maryland at 5.2 percent.

Historically, personal income growth in Baltimore County has trailed that of the State.  The current

forecast from RESI indicates that this trend will continue.  RESI projects that total personal income in Baltimore

County will rise 4.3 percent in FY 1999 following a 4.7 percent gain in FY 1998.  Growth in Baltimore County

personal income during FY 2000 is projected to rise by nearly five  percent.  (See Exhibit A for a detailed

quarterly forecast).




















